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February 18 ,  1985 

RE: Whether a  s e r v i c e  c o q t r a c t  on consumer goods w h i c h . i s  
f i nanced  i n  connect ion w i t h  a  consumer c r e d i t  s a l e  is a  per-  
m i s s i b l e  a d d i t i o n a l  charge  under ICCC § 537.2501(1) ( £ )  

Dear 

I n  your r e c e n t  i n q u i r y  t o  t h i s  o f f i c e ,  you r a i s e d  t h e  
above r e f e r e n c e d  q u e s t i o n  i n  connec t ion  w i t h  a  r e t a i l  i n s t a l l m e n t  
c o n t r a c t  o f  a  used c a r  by a  l i c e n s e d  Iowa d e a l e r .  You a l s o  
s t a t e d  t h a t  a t  some d a t e  a f t e r  t h e  c r e d i t  s a l e ,  t h e  c o n t r a c t  was 
s o l d  t o  a f i n a n c i a l  i n s t i t u t i o n .  

C e r t a i n l y  a  r e t a i l e r  may s e l l  s e r v i c e  c o n t r a c t s  o r  
extended war ran ty  coverage t o  consumers. The f e d e r a l  Truth-In- 
Lending A c t  (TILA) recognizes  t h a t  such s e r v i c e s  a r e  s o l d  t o  
consumers and exc ludes  them from t h e  f i n a n c e  charge  s o  long a s  
t h e  s e r v i c e  c o n t r a c t  i s  " o f f e r e d  t o  o r  r e q u i r e d  o f  bo th  ca sh  and 
c r e d i t  customers  f o r  t h e  same p r i c e . "  I f  t h e  s e r v i c e  c o n t r a c t  i s  
" r e a u i r e d "  and is i m ~ o s e d  o n l v  i n  c r e d i t  t r a n s a c t i o n s .  then  it 
must be i nc luded  i n - t h e  f i n a n c e  charge.  (See: - TILA; Reg. Z ,  
1 2  CFR 226 [4] [ a ]  , Comment 1 119841.) 

Our response  t o  your  i n q u i r y  w i l l  assume t h a t  s e r v i c e  
c o n t r a c t s  or extended warranty  coverage a r e  o f f e r e d  i n  t h e  same 
manner and f o r  t h e  same p r i c e  t o  bo th  ca sh  and c r e d i t  customers.  
The ICCC d e f i n i t i o n  of f i nance  charge ,  u n l i k e  t h e  TILA, makes no 
r e f e r e n c e  t o  s e r v i c e  c o n t r a c t s  o r  extended warranty  coverage.  
(See: f3 537.1301[191.) Such i t e m s  a r e  c l e a r l y  n o t  p a r t  of  t h e  
f i n a n c e  charge  s o  long as t h e y  a r e  n o t  imposed a s  an i n c i d e n t  t o ,  
or a  c o n d i t i o n  o f ,  t h e  e x t e n s i o n  o f  c r e d i t .  These cha rges  may 
t h e n  o n l y  be made i n  connec t ion  w i t h  t h e  t r a n s a c t i o n  as "addi-  
t i o n a l  charges"  under § 537.2501. The ICCC r e q u i r e s  t h a t  a l l  
cha rges  made i n  connec t ion  wi th  a  consumer c r e d i t  t r a n s a c t i o n  be 
e i t h e r  f i n a n c e  charges  ( §  537.1301 1191 ) o r  " a d d i t i o n a l  charges"  



(s 537.2501). There is Qo language in 5 537.2501 that permits 
charges for service contracts. In order for a creditor to make 
such a charge in connection with the credit transaction, there 
would have to be a rulg of the ICCC administrator which au- 
thorized such charges as permissible additional charges pursuant 
to 5 537.2501 (1) (£1 which provides that a creditor may contract 
for and receive: 

f. Charges for other benefits, including 
insurance, conferred on the consumer, if the 
benefits are of value to him and if the 
charges are reasonable in relation to the 
benefits, are of a type which is not for 
credit, and are authorized as permissible 
additional charges by rule adopted by the 
administrator. 

If the service contract were to be sold and/or financed 
in an entirely separate transaction, then the provisions of 
$ 537.2501 would not apply. Certainly, however, one would have 
to look carefully at such a transaction to determine whether or 
not it was truly separate from the extension of credit. 

Sincerely, 

- s 
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LINDA THOMAS LOWE 
Assistant Attorney General 


